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Met, pursuant to adjournment, at

9 o'clock a.m

BEFORE:

MR. GLENNON DOLAN,
Adm ni strative Law Judge

APPEARANCES:

HOWARD & HOWARD ATTORNEYS, PLLC, by
MR. W M CHAEL SEI DEL
200 South M chigan Avenue, Suite 1100
Chi cago, Illinois
appearing for Charmar Water Conpany,
Cherry Hill Water Conpany,
Cl arendon Water Conpany,
Killarney Water Conpany,
Ferson Creek Utilities Conmpany, and
Har bor Ridge Utilities, Inc.;

MS. SUSAN L. SATTER
100 West Randol ph

Chi cago, Illinois 60601
appearing for People of the
State of Illinois

MS. JESSI CA CARDONI and
MR. M KE LANNON
160 North La Salle Street, Suite C-800
Chi cago, Illinois
appearing for staff of the
[1'linois Commerce Comm ssion
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JUDGE DOLAN: By the direction of the Illinois
Commerce Comm ssion, | call Docket Nos. 11-0561,
11-0562, 11-0563, 11-0464, 11-0565, and 11-0566, the

Char mar Wat er Conpany, Cherry Hill Water Conpany,
Cl arendon Water Conpany, Killarney Water Conpany,
proposed increase in water rates, and the Ferson
Creek Utilities Conpany and the Harbor Ridge
Utilities, Incorporated, proposed increase in water
and sewer rates to order.
WIl the parties please identify

t hemsel ves for the record.

MR. SEIDEL: W M chael Seidel fromthe law firm
of Howard & Howard, Attorneys, PLLC, 200 South
M chi gan Avenue, Suite 1100, Chicago, Illinois,

60604, appearing on behalf of the conpani es.

MS. CARDONI: Appearing on behalf of the staff
wi t nesses for the Illinois Commerce Conmm Sssi on,
Jessica Cardoni and M ke Lannon, 160 North La Salle

Street, Suite C-800, Chicago, Illinois, 60601.
MS. SATTER: Appearing on behalf of the Peopl e of
the State of Illinois, Susan L. Satter, 100 West
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Randol ph Street, Chicago, Illinois, 60601.

JUDGE DOLAN: All right. Let the record reflect
t here are no other appearances.

(No further appearances.)
Ms. Satter, are you prepared to present
your witness?

MS. SATTER: Yes, | am I'l'l start with him I
would Ilike to present the testimny of M chael L.
Brosch.

M. Brosch, are you avail able on the

tel ephone?

MR. BROSCH: Yes, | am Good nmor ni ng.
MS. SATTER: Good nmor ni ng. l'd like to ask
you -- if you could be sworn by the judge.
JUDGE DOLAN: M. Brosch, please raise your right
hand.
(Wher eupon, AG Exhi bit
Nos. 1.0 thru 1.7 were
previously marked for
identification.)
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called as a witness herein,

SWOor n,

Q

(Wher eupon, AG Exhi bit

Nos. 2.0 thru 2.5 were

previously marked for

dentification.)

(Wtness sworn.)

Al right. Proceed, counsel.

M CHAEL L.

was exam ned and testi

BROSCH,

havi ng been first duly

fied as foll ows:

DI RECT EXAM NATI ON

BY

MS. SATTER:

M. Brosch, did you prepare the Direct

Testinony of M chael L. Brosch on behalf of the

People of the State of Illinois dated October 20,
20117

A Yes, | did.

Q And does that -- has that been marked as
AG Exhibit 1.07?

A

Q

Yes.

And attached to that

testinony are the
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followi ng exhibits: AG Exhibit Nos. 1.1, 1.2, 1.3,
1.4, 1.5, 1.6, and 1.7?

A. That's correct. Yes.

Q And if | were to ask you the questions
contained in this testinony, would your answers be
the same?

A Yes, they woul d.

Q And was this testimny and were the exhibits

prepared under your direction and control ?

A They were, yes.

Q And are they correct to the best of your
i nformati on and knowl edge?

A Yes.

Q Okay. Now I'd like to turn your attention
to a second docunent, the Rebuttal Testimony of
M chael L. Brosch on behalf of the People of the
State of Illinois. Now t here was a revision filed
January 18, 2012, correct?

A That's correct. There was a revision to
AG Exhibit 2.1.

MS. SATTER: And we will offer the revised

document as M. Brosch's testinmony.
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MS. SATTER: Q. So your rebuttal testinmony is
mar ked as AG Exhibit 2.0, and the exhibits are
AG 2.1 Revised, AG 2.2, AG 2.3, AG 2.4, and AG
Exhi bit 2.5, correct?

A. That is correct.

Q And if | were to ask you questions contained
in this testinmony, would your answers be the sanme?

A. They woul d, vyes.

Q And was this testinmny prepared under your
direction and control ?

A It was, yes. And | believe there were
revisions to a few places in the testimny itself,

Exhibit 2.0, to conformwi th the changes to Exhi bit

2. 1.

Q And those were reflected in the January 18th
filing;, isn't that correct?

A. | trust that they were, yes.

Q Okay. And the changes to 2.1 nodified the
peri od of the phase-in and the changes in the
testinony were made essentially to reflect the
changes in 2.1; is that right?

A. That is correct. There were errors
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di scovered in sonme of the phase-in cal cul ations and
some of the print ranges were inconplete, so those
corrections have been made in 2.1 revised.

Q And, to the best of your information and
know edge, are the statements and exhibits in the
testinmony true and correct?

A Yes.

MS. SATTER: Okay. l'd like to offer this
testinony as M. Brosch's testimony in this case and
offer M. Brosch for cross-exam nati on.

JUDGE DOLAN: Any objections?

MS. CARDONI : None.

JUDGE DOLAN: Al'l right. Then AG Exhibit 1.0,
along with Exhibits 1.1 through 1.7 will be admtted
into the record, and then AG Exhibit 2.0 -- are we
saying revised or --

MS. SATTER: Yes, | am We should say revised.

JUDGE DOLAN: Okay. 2.0 revised along with 2.1
revised and Exhibits 2.2 through 2.5 will be

admtted into the record.
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(Wher eupon, AG Revi sed
Exhi bits Nos. 1.0 thru
1.7, 2.0 thru 2.5 were
received in evidence.)

MS. SATTER: Thank you.

JUDGE DOLAN: Proceed, Counsel.

CROSS EXAM NATI ON
BY
MS. CARDONI

Q. Good morning, M. Brosch. My name - -

A. Good nor ni ng.

Q -- 1s Jessica Cardoni and | represent staff
counsel . Pl ease |l et me know if at any point in time
you can't hear me on the phone, okay?

A. Okay.

Q At this time | just want to ask you a couple

of questions about both your direct and your revised

rebuttal. | assume you have those with you at this
time.

A | do, yes.

Q Okay. Let's start, if we can, with your
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direct testinmony. | want to refer you to Page 10
and 11 of that testinony, and |let me know when you
are in that vicinity.

A. Al'l right. ' mthere.

Q. You mentioned Docket No. 06-0411, correct?
And that's the proceeding dealing with petition for
approval of tariffs inplementing Com Ed's proposed
residential rates stabilization progrant

A | do, yes.

Q Woul d you say that your phase-in plan is
simlar to Com Ed's residential rate stabilization
program, as described in your testinmony?

A. It's certainly simlar in intent in that it
was limted to the size and i nmedi acy of rate
increases so they would be | ess dramatic or
potentially shocking to sharehol ders or -- excuse
me -- to ratepayers.

Q Woul d you agree that your proposed phase-in
plan is sort of like a |loan programfrom Ul to its
customers?

A ' m not sure | conpletely agree with that

characterization. | think it is a plan that would
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defer the recovery of certain costs. | don't think
it serves to obligate specific custonmers to pay any
particul ar amounts with formality.

Q But isn't it true that in your plan this
plan is a mandatory plan, so people don't have the
choice of whether or not they want to defer their
rates or pay them now?

A | see it as a plan that establishes a price
path that customers can elect to pay to the extent
they take service fromthe utility in the future.

Q But you don't discuss the fact that it's
mandatory. You don't discuss that customers could
have the option of not deferring their payments and
paying it all up-front, do you?

A. | do not propose in my testimony to all ow
customers a choice of prices, one set of prices
being with phase-in and another set of much higher
prices being w thout phase-in, if that's responsive

to your question.

Q Can | direct you to Page 6 of your testinmony
whi ch starts on Line 19 -- 119. " m sorry.
A. Al'l right. ' mthere.
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Q You state "Water and sewer ratepayers who
are accustonmed to charges of 15 to $30 per month for
utility services would experience significant
pressure upon househol d budgets if the conpany's
proposed rate changes are approved.”

Do you use any kind of a study to

support that conclusion?

A. No. l'mrelying upon my experience in
utility regulatory matters for nore than 30 years.
Q But you don't cite to a report, or a

journal, or any kind of specific analysis about
t hese specific customers, do you?

A. No. No. As | said, | rely upon nmy own
experience.

| have been a ratepayer for many years.

| pay attention to my nonthly bills, and I find -- |
have been exposed in public hearings and ot her
forums to direct comments from ratepayers that have
expressed serious concerns with the size of their
utility bills, and that's what | draw upon in
testifying here.

Q Okay. | want to turn to your rebuttal --
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excuse me -- your revised rebuttal. Just for
consi stency, could | have you turn to Page 14.

MS. SATTER: Wbould you m nd mentioning the |ine
number ?

MS. CARDONI : Yes.

MS. CARDONI : Q And I would like you to focus
on Lines 253 to 255, and there you state "All
pl anned phase-in rate changes that were not
i mpl emented at the date of the new rate case filing
shoul d be canceled to be superceded by new rate and
revenue | evels found reasonable by the Comm ssion in

any future rate case proceedings."”

Q Now - -
A Yes, | see that.
Q -- does that mean that the company woul d not

be allowed to collect its Comm ssion approved

revenue requirements for the phase-in years if it

came in for a new rate case before that time period?
A Not necessarily. | think it would be up to

the Comm ssion to decide at that time if the

regul atory assets not yet recovered should continue

to be recoverabl e.
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| would expect the company to argue
t hat those costs should be recovered, and the
Comm ssion certainly would have the discretion to do
so if it saw that as reasonabl e under the
circumstances at that tine.

MS. CARDONI: All right. | don't have any nore
questions for M. Brosch.

JUDGE DOLAN: M . Seidel?

MR. SEI DEL.: Thank you.

CROSS EXAM NATI ON
BY
MR. SEI DEL:

Q Good nmorning, M. Brosch

A. Good nor ni ng.

Q M ke Sei del . |''m representing the conpanies
in these cases. Do you see me on the phone? Oh,
no, we're not on the video.

A. No, | can't see you

Q You have to picture me in your m nd.

MR. LANNON: Oh, no.

MS. SATTER: Lucky you.

MR. SEI DEL: Q. Actually I had a question on

233



10

11

12

13

14

15

16

17

18

19

20

21

22

t hat same section of your testinmony. And is it ny
under st andi ng that the Comm ssion, in the case of a
new rate case filed before the shortfall's
recovered, would have the option of considering
whet her the unrecovered shortfall should be included
in the revenue requirement that the new rates would
be designed to recover?

A. "' m not sure | conpletely follow your
guesti on. | intended in this testimony to indicate
t hat the Comm ssion would be about the business of
setting newrates in a NI X rate case. And | would
expect if there were at that time unrecovered
deferred expenses froma prior case, the conmpany
could and probably would assert its right to recover
t hose deferred costs, and the Comm ssion woul d
consi der that request at that tine.

Q Under what circumstances would the
Comm ssion not allow the recovery of those deferred
costs?

A. | don't know. | just amnot in this
testi mony supposing any particul ar outcome ot her

than it would be an issue for consideration in the
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decision by the Conmm ssion at that tinme.

Q Now assum ng that the shortfall hasn't been
fully recovered, we're out in the fourth or fifth
year of the plan, and there are -- the conpany is
incurring new costs -- new increased costs through
inflation or other investments being required to
make -- comply with environmental or other
regul atory requirements so that a new rate case i s
filed, and the -- under the current rates recovering
the shortfall, you're up against the 20 -- your
current rates are currently 20 percent higher than
t he previous year's rates.

When the new rates are approved under
your plan, would the new rates be for the first year
of the plan -- for the first year would the new
rates be allowed to go above the 20 percent cap that
you place on the rates fromthe prior year?

A. It is difficult to foresee the particul ars
of a case that m ght be filed in four years. For
example, it's difficult without some specific
information in hand to know whether a continuing

price path with 20 percent increases would be
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acceptabl e and reasonable at that time under those
circumst ances. It may be possible, given the size
of the increases being requested then, to change the
plan to modify it for a slightly |ower price path or
concei vably a higher price path.

And in structuring the revisions at
that time, it m ght be necessary to | engthen or
shorten the term of the plan, but I don't think it
is knowabl e today what the revenue requirement m ght
be in four years or what an acceptable scenario for
modi fication of the plan m ght be at that tine. I
think it would have to be considered given the facts
t hen before the Comm ssi on.

Q Under what circunstances can you envi sion
that a need for a rate case would file before the
shortfall was fully recovered decrease the | ength of
time for the phase-in plan?

MS. SATTER: | ' m going to object, because that
calls for speculation on the part of the wtness,
because he really has no way of know ng, and
certainly the internal conditions of the conpany are

just beyond his -- future internal conditions of the
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company are certainly beyond his or anybody's
ability to forecast.

JUDGE DOLAN: |f you can rephrase it.

MR. SEI DEL: | don't -- | agree it calls for
specul ation, but, of course, his plans proposing
rates in some instances goes out eleven years into
the future, which is far different than the
traditional rate-making regulations that are now
enforced, the tradition foll owed.

And to the extent he's proposing a plan
t hat goes on el even years, | think we need to know
what the -- you know, what contingencies -- you
know, maybe his answer is that | can't specul ate as
to what would happen. If that's a fallen plan, 1'd
like to know it.

JUDGE DOLAN: All right. To the extent that he
m ght be able to know, |I'm going overrule the
objection, if he thought about it at all, so --

THE W TNESS: Let me try to respond in this way.
It is conceivable that given the size of the revenue
requi rement for Charmar in the present case that we

could in four years see a scenario where the conmpany
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has no need for further rate increases.

We could foresee a scenario where
revenue requirements have begun to decline or we
could see a scenario where Charmar has a significant
positive revenue requirenment above present rate
| evel s at that time.

| think the Comm ssion would have to
consider the evidence before it, including the
bal ance in the deferral account and the price path
t hat rates have been on and make appropriate
adjustnments to the tariffs at that time.

MR. SEIDEL: Q. My question was intended to
focus on the case where there was a significant need
for an increase in the revenue requirenment from --
due to circunmstances that occur after the rates have
been placed into effect.

In that instance where the current
rates are not recovering existing costs of the
provi ded service, can you foresee under what
circumstances would that result in a shortening of
t he plan?

A. Well, if the Conmm ssion were convinced that
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costs were continuing to escal ate under your

hypot heti cal such that the 20 percent per year price
path we had been on was no | onger sustainable and we
needed to make an upward adjustnment to the price
path to nmore aggressively recover deferred costs in
current period costs, the Comm ssion could do that.

Q Am | correct that under your plan that the
rates that would be filed at the conclusion of this
case would have -- for instance, Charmar woul d have
to have -- there would have to be seven rate periods
with seven different rates for each -- a lot of rate
periods with eleven different rate charges for each
year the plan is in effect?

A. There would be a series of tariffs that
woul d for seven years have an annual anniversary
date with revised higher prices.

Q | think you said seven. Under your pl an,
would it call for eleven years?

A No. The additional years are the recovery
years. Actually let me restate ny answer.

If you | ook at Revised AG Exhibit 2.1,

Pages 1 and 2 reflect the plan for Charmar, and they
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show actually eight years of phase-in rate anmounts,
then if you |l ook at the summary table, you can see
that the deferrals comence recovery in year six and
are fully recovered by year el even.

Q Correct. But each year would have a
different rate that would need to be in effect to
effectuate those recoveries?

A. That's correct. | envision there being a
series of tariffs with future effective dates that
woul d all ow the company to i nmplement annual rate
changes pursuant to a schedule like this, the
corporation -- the final approved revenue
requi rement and a series of step increases that
woul d recover gradually the approved revenue
requi rement, including the deferral, and then an

amortization of costs to accommodate that plan.

Q And you haven't prepared a cal cul ation of
what those rates would be yet; is that correct?

A. It is not possible to prepare that
cal culation until the revenue requirement has been

determ ned.

Q But you haven't done it for staff's proposed
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revenue requirement or
requi rement ?

A That's correct
proposed revenue requ

of adjustments that I

consider along with the other

your proposed revenue

) | don't

rement .

actually have a

proposed a series

asked the Comm ssion to

i ssues in the case,

whi ch have been di scussed between staff and the

conpany, and | believe largely resolved at this

poi nt .
MR. SEIDEL: That's

have. Thank you, M.

all the questions that |

Br osch.

THE W TNESS: Thank you.

JUDGE DOLAN: Any r

MS. SATTER: | just

edirect?

have one question.

REDI RECT EXAM NATI ON

BY
MS. SATTER:
Q M. Brosch, are you a rate design expert?
A | have sponsored testinmony on rate design in
ot her proceedings.
Q But in this case you did not offer a
specific rate design. You just offered a revenue
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requi rement recovery plan?

A. That's correct. | was not asked by your
office to focus on cost of service or rate design
I ssues. My enmphasis was on the subject matters set
forth in my testinmony.

Q Okay. Thank you

JUDGE DOLAN: Any recross?

MS. CARDONI : None.

MR. SEI DEL: Not on my behalf. Thank you.

JUDGE DOLAN: All right. Okay. That's all we

need then, M. Brosch. Thank you very nuch.

THE W TNESS: All right. Thank you. "1l hang
up now.

MS. SATTER: Thank you.

JUDGE DOLAN: We are going to go off the record
here, take a quick break, and get the phone system

squared away.

MS. SATTER: | want to thank you for allow ng
M. Brosch to appear by phone. | would |ike that to
be on record. He said we really do appreciate it.

It's a big help.

(Off the record.)
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(On the record.)
Hat hhorn is the witness.
JUDGE DOLAN: Are we ready?
MS. SATTER: Yes. | am sorry for the del ay.
JUDGE DOLAN: That's okay.
Good norning, Ms. Hathhorn. How are you.
MS. HATHHORN: Good nor ni ng. Fine. Thank you.
JUDGE DOLAN: Okay. Are we ready to present our
next witness, Staff?
(Wher eupon, |ICC Staff
Exhibit Nos. 1.0 &
9.0 were previously
mar ked for
identification.)
MS. CARDONI: At this time staff calls Diana
Hat hhorn to the stand.
JUDGE DOLAN: Ms. Hat hhorn, would you pl ease
rai se your right hand.
(Wtness sworn.)
DI ANA HATHHORN,
called as a witness herein, having been first duly

sworn, was exam ned and testified as foll ows:
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DI RECT EXAM NATI ON

BY
MS. CARDONI :
Q Coul d you please state your full name for

the record and spell your |ast name.

A. My name is Diana Hat hhorn. My | ast name is
spelled H-a-t-h-h-o0-r-n.

Q And who is your enployer and what is your
busi ness address?

A | am empl oyed by the Illinois Commerce
Comm ssion in the Financial Analysis Division of the
Accounti ng Depart ment. My busi ness address is
527 East Capitol Avenue, Springfield, Illinois,
62701.

Q Did you prepare written exhibits for
subm ttal in this proceeding?

A Yes, | did.

Q Do you have before you a document which has
been marked for identification as |ICC Staff Exhibit
1.0 consisting of a cover page, table of contents,

19 pages of narrative testimny, attached schedul es,
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and is entitled, "The Direct Testimny of Diana

Hat hhor n?"
A Yes, | do.
Q Did you prepare that document for

presentation in this matter?

A Yes.

Q Do you al so have before you a docunment which
has been marked for identification as | CC Staff
Exhi bit 9.0 consisting of a cover page, table of
contents, 9 pages of narrative testimny, attached
schedul es, and is entitled, "The Rebuttal Testi nony
of Di ana Hat hhor n?"

A Yes, | do.

Q Did you prepare that document for
presentation in this matter?

A Yes.

Q Do you have any corrections to make to I CC
Staff Exhibits 1.0 and 9.0?

A. | do not.

Q s the information contained in |ICC Staff
Exhibits 1.0 and 9.0 true and correct to the best of

your knowl edge?
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Q And if | were to ask the same questions as
set forth in ICC Staff Exhibits 1.0 and 9.0, would
your responses be the sanme today?

A Yes, they woul d.

MS. CARDONI : At this time, your Honor, | nove
for adm ssion into evidence of ICC Staff Exhibits

1.0 and 9.0, and | note for the record that these

are the same docunments that were filed via e-docket

on Oct ober 20th and Decenber 15, 2011.
JUDGE DOLAN: Any objections?
MR. SEI DEL: No, your Honor.

MS. SATTER: No.

JUDGE DOLAN: All right. Then I1CC Staff Exhibit

1.0 and I CC Staff Exhibit 9.0 with the attached

schedules will be admtted into the record.
(Wher eupon, |ICC Staff
Exhibit Nos. 1.0 & 9.0
were received in
evi dence.)
MS. CARDONI: Thank you. And at this time
Ms. Hat hhorn is avail able for cross.
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MS. SATTER: | have some questions.

JUDGE DOLAN: Okay.

MS. SATTER: | assume the conpany does not.

JUDGE DOLAN: Do you want go first?

MR. SEI DEL: Not at this time.

JUDGE DOLAN: All right. Proceed, Ms. Satter.

MS. SATTER: Thank you.

CROSS EXAM NATI ON
BY
MS. SATTER:

Q Ms. Hat hhorn, we're doing this by video.
it okay? Can you see --

A | can see.

Q -- me and | can see you. Very good.

|'d Iike to focus on your rebuttal
testi nony.

A. Okay.

Q So starting on Page 6 of your rebuttal
testinony, you respond to AG witness Brosch's
recommendati on regarding eight zero cash working
bal ance all owance, and you state at Line 126, the

conmpani es have explained a | ead-lag study would be

I's
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cost prohibitive based upon the revenues expected to
generate versus the increased cost to rate case
expense, right?

A. Yes.

Q Now do you agree that utilities need to

justify all parts of their revenue requirements that

will be charged to consumers?
A Yes.
Q And if it turns out that the conpanies’

| ead-1ag study concluded that the conpanies actually
experienced a negative cash working capital bal ance,
woul d it have been a waste of effort and rate case
expense to nmeasure and quantify the negative cash
wor ki ng capital balance in your opinion?

A. My understanding is that the conpanies do
not have a |ead-lag study conducted, so there's no
way to know if they would have produced a negative
expense.

Q Had they conducted a | ead-1lag study though
and incurred that expense, then it would have been
possi ble to determ ne one way or the other; isn't

that correct?
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A. | don't understand your question. To
determ ne what one way or the other?

Q Whet her or not there was a positive or
negative cash working capital requirement.

A. | would agree that preparation of a |ead-I|ag
study woul d produce results that would show that
cash working capital would be either a positive or a
negative nunber.

Q If it turned out that the | ead-lag study
showed a negative cash working capital adjustment,
do you agree that would benefit consumers by
reduci ng the revenue requirenment in the long run?

A. Only to the extent that that negative
capital return -- rate of return was greater than
the process of preparing the study, and the internal
company resources to analyze the study, and answer
di scovery, and conduct the study.

Q And, just for the record, a cash worKking
capital adjustment when it is positive increases
rate base; is that correct?

A. That is correct.

Q And then the conpanies are entitled to
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receive a return on that incremental increase to
rate base, correct?

A Correct.

Q And if it's a negative cash working capital
adjustnment, then there is a deduction fromrate base
so rate base is smaller; is that correct?

A. That's correct.

Q Okay. Wuld you agree that the conpanies
should not be awarded a positive cash worKking
capital adjustment based upon the 45-day formula if
there is evidence that the results of the fornmula
are not reasonabl e?

A. That's correct, because the conpanies' rates
have to be just and reasonabl e.

Q Do you understand that larger utilities in
l11inois, such as Commonweal th Edi son, or Ameren, or
Peoples Gas, are -- let me put it this way. Do you
believe that larger utilities, such as those
conmpani es, should be allowed to use the 45-day
formula even if a |ead-lag study was supporting a
negative cash working capital amount?

A. | don't believe the Comm ssion would approve

250



10

11

12

13

14

15

16

17

18

19

20

21

22

use of the 45-day method if a | ead-1ag study was
produced.

Q Do you know whether in the most recent
Commonweal th Edi son fornmula case, 11-0721, the
staff, in fact, found that Commonweal th Edi son had
negative cash working capital?

A | do not know.

Q Do you know what the origin of a 45-day cash
wor ki ng capital approach is?

A. | don't know that | know the origin. | have
seen it witten up in regulatory authority textbooks

and in practice for many years.

Q Do you know where it started in Illinois?

A No.

Q Does the 45-day fornmula assume that the
utility takes on average 45 days to collect its

revenues from customers after service is rendered?
A. That's my understandi ng, yes.
Q And under the 45-day fornula, what is
assuned regarding the delay the utility experiences
in paying its empl oyees after they've provided | abor

to the utility? 1In other words, what's the lag in
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payment ?

A. | believe that's the 45 days.

Q So is it assunmed that the utility pays its
enpl oyees 45 days after they provide service?

A | believe that's the theory.

(A brief pause.)
' m finished.

Q Okay. Do you know whether, in fact, there
is a 45-day | ag between when an enmpl oyee ordinarily
provi des service and when an enpl oyee is paid?

A | do not.

Q Do you know if | abor costs are assumed to be

pai d i medi ately under the 45-day formul a?

A ' m not certain.
Q Okay. Do you know what is assumed about how
the utility pays for non-1|abor expenses, such as

electricity, chemcals, you know, those sorts of
things? Do you know what's assumed relative to the
period of time between when they obtain the product
or service and when paynents are nmade?

A. The only thing | can say for certain is that

t he assunption is the same for all payments, because
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it's based on a formula. There's no distinction
bet ween | abor and chem cals, that kind of thing.

Q Do you know if -- do you know if the
assumption is the same for both paynments and
recei pts?

A. | believe so.

Q Do you know if under the 45-day formul a
there is any consideration given for the statutory
payment date for property taxes or inconme taxes?

MR. SEI DEL: Obj ection. There's no show ng that
the 45-day met hod includes income taxes or taxes, SO
| think it assumes a fact that's not in evidence.

MS. SATTER: | really don't think it's
appropriate for M. Seidel to testify in response to
a question |I ask another witness.

MR. SEIDEL: The objection is -- if the question
was are child care expenses considered in the
| ead-1ag study, | would object saying there is no
showi ng that child care expenses are included in the
45- day met hod.

My objection is she's asked the witness

a question which assumes that income taxes are
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included in the 45-day method, and | don't think
that's been established. It assunmes facts not in
evi dence.

MS. SATTER: Actually any consideration given.

JUDGE DOLAN: Based on that, I'"mgoing to
overrul e. | f she knows, she knows. | f she doesn't,
t hen --

THE W TNESS: There's no consi deration given to
counting those income taxes, because they are not
part of the cal cul ation

MS. SATTER: Q. So they're just excluded
al toget her ?

A Yes.

Q Woul d you agree that it is mathematically
i mpossi ble for the 45-day fornmula to produce a zero

or negative cash working capital amount unless the

utilities' operating expenses are also negative?
A That's correct.
Q Now on Line 129 on the same page, Page 6,

you say that the conpanies are correct that the
Comm ssion did not reject the use of the 45-day

formula amount for the small water and waste water
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utilities.

s it your opinion that the Comm ssion
must al ways allow the 45-day fornula cash working
capital allowance for water and waste water
utilities?

A. That's up to the Comm ssion, but, | mean, if
there were evidence that that method was not
appropriate for a certain small company or the
Comm ssion should choose to reject it.

Q So the Comm ssion has the authority to
reject the use of the 45-day fornula if there's
evi dence that the application for the 45-day fornul a

is not reasonabl e under the circunstances of the

case?
A. That's correct.
Q Okay.

Now | have some questions for you about
| abor costs, and on Page 7, again, of your rebuttal,
at Line 153, you say the conpanies are correct that
the test year capitalized salary costs related to
internal | abor are deducted from salary anounts in

the test year and, therefore, no double counting
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1 occurs.

2 s it correct that the staff has

3 included Utilities, Inc. or U's internal |abor

4 within rate case expenses to be deferred and

5 anortized in setting rates?

6 A. Yes, that's correct.

7 Q Woul d you agree that we're talking about

8 whether or not rate case expense is accunul ated and
9 anortized -- let me start this over. Okay. Let me
10 step back for one m nute.

11 The conpanies' rate case costs include
12 both internal |abor and external costs; is that

13 correct?

14 A. That's correct.

15 Q So when we say "internal |abor," are we

16 referring to the services provided by the enpl oyees

17 of the Water Services Conmpany, WSC?

18 A Yes.

19 Q So when | say "internal |abor,"” that's what
20 I"'mreferring to, so we're on the same page on that.
21 A Correct.

22 Q So woul d you agree that we're tal king about
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whet her or not rate case expense that is accunul ated
and amortized should include company | abor costs,
that is internal |abor as well as outside | awyers
and consul tants?

A Yes.

Q Now do you understand M. Brosch's concern
to be that allow ng internal |abor hours and costs
to be recovered is part of the rate case expense
whil e also including WSC internal |abor within the
approved 0 & M Expenses may result in the utility
recovering more than 100 percent of its total

i nternal | abor costs?

A. That's what his testinmony says.

Q That's the issue as he's presented it,
correct?

A. Yes.

Q Now at Line 153 you used the term
"capitalized salary costs."” Can you explain what's

included in that term as you have used it on Page 77
A. Sure. The conpany can record capitalized
salary costs for | believe two reasons, one is if

it's related to capitalized projects, a plant item
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or if it's related to working for a rate case, and
so those costs are captured separately and then
they're either booked to plant or deferred and then
used in capitalization of rate case expenses.

Q Now | believe |I previously let you know t hat
we woul d be asking you some questions about your
responses to AG Exhibit 1.1, so I'd |like to ask you
to |l ook at your responses to AG 1.1 through 1.6 and
the attachment to 1.1 and I'd like to ask that that
package of materials be marked as AG Cross Exhibit
No. 2. | ' ve previously circulated that to the
parties.

(Wher eupon, AG Cross
Exhi bit No. 2 was
previously marked for
identification.)

JUDGE DOLAN: Bef ore we go any further, is there
any confidential information in this that we need to
know about ?

MS. SATTER: | don't believe so. Maybe 1'I1 --
gave you a copy, but you can | ook at this.

MR. SEIDEL: Today or yesterday?
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MS. SATTER: Just now.
| don't believe there is, because it's
all accurate information. There's no nanmes. No
i ndi viduals are included.

JUDGE DOLAN: Okay. | just wanted to make sure
so we're clear.

MS. SATTER: Q. Okay. Now, Ms. Hat hhorn, you
prepared responses to AG Data Requests 1.1 through
1.6, correct?

A. That's correct.

Q Woul d you agree that AG Request 1.1 asked

you to provide the specific amounts of internal

| abor that are deducted for each utility?
A. Yes.
Q And would you agree that the response to

this request references a certain spreadsheet
attachment where the accounting details are

present ed?

A. Yes.

Q And there's one for each conpany?

A. That's correct.

Q Just | ooking at the spreadsheet, at the top
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it says the docket nunber and the attachments. And
woul d you agree with me that at Line 13 the name of
t he i ndividual company is indicated?

A Yes.

Q Okay. So if we wanted to know which company
we are tal king about, we would have to go to Line

13, correct?

A Correct.

Q Okay.

A. | see it also on Line 2.

Q You are correct. It's also on Line 2. And

actually it's on 2, 7, 11, and 13. Okay. Gr eat .

A. Ri ght .

Q Now just using Charmar, because that's the
first one, would you agree that the total | abor
costs fall into three categories, and those
categories are at Line 1, total WSC sal aries; Line
6, total office salaries; and Line 10, total
operations sal ari es?

A. Yes.

Q And can you descri be generally what the

enpl oyees in each of these groups do or what's your
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under st andi ng of these categories?

A WSC sal aries are the cost of the service
company enpl oyees for all the shared costs of the
operations versus operations sal ari es. Wy
understanding is those are the people that actually

run the plant, and office salaries are additional

office help.
Q Do you know where billing is |listed?
A. | couldn't hear you
Q Do you know where billing is?
A. ' m not certain.
Q Now at Line 13 the caption indicates that

this is the subtotal internal Charmar sal aries
included in the test year expense. Actually it
| ooks like it's on Line 14. So for Charmar is it
correct that the total salary expense allocated to
t hat company was $4,033 in the test year?

A That's the correct total prior to the
company's adjustment for capitalized time.

Q And woul d you agree that the reference to
all ocation in each category of salaries is the

process of allocating the overall annual sal ary
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1 costs in each category incurred by the conpany as a

2 whole to Charmar --

3 A. Correct.

4 Q -- or to whatever company it is?

5 A. Ri ght .

6 Q And that's based on an allocation factor.

7 Do you know what the allocation factor is based on?

8 A. lt's the ERC method that's approved in the
9 affiliated interest agreenment.

10 Q And ERC stands for -- do you know?

11 A. | believe it's the equival ent residential

12 customers.

13 Q Connections or customers? Does that sound
14 right?

15 A. Sonmething |ike that, yes.

16 Q Is that essentially per customer?

17 A. It's pretty close, yes.

18 Q So it's allocated by nunber of customers?
19 Now next can you explain what's

20 happening in the captime allocation adjustnment at
21 Line 17? |Is that where the test year overall | abor

22 costs allocated to Charmar are reduced for anmounts
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charged to rate case expense or capital projects?

A. The adjustment at Line 17 would represent
any rate case expenses of the company's | abor for
cases outside of Illinois or capital projects and
it's also updating where the ERC is at 9-30-2010.

Q So it's an adjustnment for a change in the
nunmber of enpl oyees?

A. Yes. It's my understanding that the ERC s
preventative changes nonthly, and so as part of this
adjustnment is -- even if there were no capitalized
time, this -- my understanding is that since the ERC
preventative changes nonthly, there's al ways sonme
smal | adjustment to make sure that the test years
reflected the nost current year.

Q Okay. So then, to the extent that there are
changes in the nunber of customers throughout the
Utilities, Inc., companies, there will be a change
at Line 17 to capture that change?

A. Ri ght .

Q So if the company | oses customers in another
state, theoretically the percentage of the

allocation to Illinois would increase?
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A. They coul d. | mean, for exanple, Line 1,
the total WSC salaries it wasn't all accrued on

9-30-2010. It happened over the course of a year,

so perhaps sone of that was incurred at a different

ERC percentage than exist at the end of the test

year. So part of this adjustment, my understanding,

is to insure that the test year stated is the nost
recent ERC percentage at the end of the test year
peri od.

Q Do you know is it the end of the year?

A. Well, our test year ended at 9-30-2010, so
that's what it would mean current.

Q Okay. End of the test year. ' m sorry.
shoul d have said test year; is that right?

A. Yes, it is the 9-30-2010.

Q. s Line 19 the amount of Charmar's internal
| abor expense that staff has included in the test
year before we consider the additional internal
| abor for the current test year?

A Correct.

Q Okay. And that anount is $2,691?

A. Yes.
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Q So if there were no rate case expense being
added to the Charmar cost of service, the $2,691
woul d be the total internal salary cost for that
company; is that correct?

A On the expense si de. The anmounts that |
have quantified that would be part of the

capitalized plan additions.

Q Ri ght. And those are reflected on Line 17,
correct?

A. That's part of it, yes.

Q So that's excluded fromthis particular

cal cul ati on?

A. Ri ght .
Q And so those enpl oyee costs would then be
rolled into -- possibly be rolled into rate base for

the company that it's allocated to?

A Correct.

Q So do you believe that the allocations of
the WSC, the office and the operations salaries, are
reasonabl e and should be recovered in setting rates
for the company?

A. Yes, | do.
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Q So in your testinony you say that the
conpani es are correct that the test year capitalized
sal ary costs related to internal |abor are deducted
fromthe salary amounts in the test year, so,

t herefore, there's no double counting, and so
that's -- you are referring to Line 177

A Correct.

Q The 1, 3427

A Yes.

Q So is it your testimony that if this amount
wer e not deducted M. Brosch would be correct
regardi ng the double recovery of | abor costs, but
t hat because this $1,342 is renoved, there is no
doubl e counting?

A That's not entirely the issue. The
capitalized adjustment is necessary, but the bulk
of -- in fact, all of the internal |abor for the
rate case expense costs occur after 9-30-2010.

So even if the conpany, for whatever
reason, didn't make the capitalized allocation
adj ustnment, the bulk of the cost would not be

repeat ed, because, for exanple, on this -- for
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Charmar, Line 22, the 79,339 that's concurred after
9-30-2010, so it's not a part of the |abor above.
Q Okay. So then the result of your

recommendati ons here is that the $2,691 internal

| abor cost will be increased by $79,339; is that
right?

A Well, the 79,339 would be anortized over the
5-year rate case expense anortization period.

Q But the 52 customers in Charmar will be
responsi ble for internal |abor costs of Utilities,
Inc.'s Water Services Corporation of $79, 339,
correct?

A. It depends how | ong the conmpany stays out
for a rate case. In fact, the pros and cons is the
i nside of five years. | f the company stayed out
| onger, then technically it's going to be -- they'l|
recover more of that, but we don't true up rate case
expense, SO --

Q So these 52 custoners are paying this
$79, 000, but they'll be paying it over time?

A Yes.

Q And they're paying this when their normal
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internal |abor cost is only $2,691?

A. On an annual basis, 2,691 for internal
| abor, correct.

Q So clearly the ordinary internal |abor is a
very small fraction of the $79, 339 that these
customers are being asked to pay; is that correct?

A. That's correct.

Q Woul d it surprise you if this internal |abor
expense that these 52 customers are being asked to
pay is 59 times the size of what is deducted, that
is 59 times the size of the $1, 3427

A | don't know if | could say | agree with the

price. There's no relationship there.

Q Now i f we were to go to the other pages of
this -- of your spreadsheet, for exanmple, the next
page, Cherry Hill, we see a simlar pattern in the

cal cul ati ons, correct?

A Yes.

Q Okay. So for using Cherry Hill, as an
exampl e at Line 19, the internal |abor prior to
addi ng back rate case expense is $15,373; is that

right?
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A. Yes, that's correct.

Q And the customers of Cherry Hill then are
bei ng asked to pay an additional $76,339 for their
rate case expense, right?

A. Over an anortized 5-year period.

Q Yes, over an anortized period.

Going to your response to 1.5, you were
asked what happens when the captime | abor
subtraction is not equal to the rate case expense
| abor added (sic) back, and your response is these
amounts will not equal because internal |abor that
are deducted fromthe salary amounts are expense
reductions that took place during the test year.
This would include the enpl oyees' time working on
rate cases outside of Illinois and capital projects.

| nternal | abor included for rate case
expense for the six companies would have been
incurred after the test year; is that correct?

A. Yes.

MR. SEIDEL: Are you going to offer this as an
exhi bit?

MS. SATTER: Yes.
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MR. SEI DEL: Because the question you asked is
not the same as what appears in the document, but I
woul dn't have an objection if the exhibit's offered.

MS. SATTER: Yes. |'m offering all of the pages.

THE W TNESS: | see that, yes.

MS. SATTER: Q. Does this statenment explain what
you believe is wrong with M. Brosch's anal ysis,
that is that the | arger amounts of rate case expense
hours will be charged to these conpanies and others
after the test year for activities that occurred
after the test year?

A. Ri ght . | don't think his analysis considers
t hat fact.

Q Do you think that the WSC had to hire new
enpl oyees after the test year to be able to prepare
and present these rate cases?

A. | don't -- could you repeat that?

Q Do you think that it was necessary for the
WSC to hire nore people to present these rate cases?

MS. CARDONI : | am going to object to that
because it calls for specul ation.

MS. SATTER: | f she knows.
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JUDGE DOLAN: "1l overrule.

THE W TNESS: | don't know if they had to hire
more people for the rate cases.

MS. SATTER: Q. Okay. So if they don't hire
mor e enpl oyees, then wouldn't the allocation of
these | arge ampunts of noney and time to the rate
case increase the amount of captime that the WSC is
al l ocating for the period after the test year? Did
you understand my question?

A. No.

Q Okay. If the -- if the WSC after the test
year allocates nore time and noney to rate case
expense, then does that reduce the amount of
total -- of the remaining WSC sal ary expense as
avail able for allocation?

A. | suppose if you consider WSC in total
gl obally, for example, 9-30-2011, those -- the total
of that cost is going to be reduced by the amount of
capitalized time that was charged to these six
Il1inois companies, but that figure does not affect
what is in this rate case because this company's

rate case internal |abor is based on 2010 - -
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Q And we don't know how much was all ocated for
rate case expense globally for the company in prior
years, do we?

A. No.

Q Now i f other utilities experienced reduced
al l ocati on of WSC | abor costs after the test year --
after our test year, because of all these hours that
were spent on this rate case, wouldn't those
utilities need to reflect that reduction in the
remai ni ng expense -- remaining WSC expense in order
for the WSC expense to be properly recovered?

A Well, it's nmy understanding that they're
regul ated utilities, so they're not going to just
all of a sudden change their rates every year for
internal | abor allocations. They would be setting
the same process even here based on their test year
whenever in rate case.

Q So those conpani es throughout the utilities’
systemwi || be paying an all ocated WSC cost that
does not necessarily reflect the amount that was
carved out and charged to the Illinois ratepayers?

A. Correct.
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Q If I could just have a m nute. | don't
think I have -- | have one other question and that
is in connection with your direct and it also has to
do with the sal ari es.

| notice that on Page 13 in your
Schedule 1.12 for the various utilities | believe
you increased the salaries and benefits adjustment
from what the company had proposed. Can you explain
why you did that?

A. | did that because the conpany provided
evi dence that WSC had added additional enpl oyees
after the end of the test year, so they provided --
so it would consider a pro forma adjustnment to the
internal |abor at 9-30-2010 to include those
addi tional costs.

Q Do you know whet her those additional
enpl oyees were hired after the test year to work on
rate cases such as those in this state?

A. | do not.

Q If, in fact, that's what happened, then
there would be a double counting, wouldn't there?

A No. If you want ne to expand, those -- |
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believe there were five enpl oyees added, and so the
cost pro forma adjustnment, as an allocated amount of
their salaries, to say as if they were enpl oyees
during the test year, this is the proper internal
| abor. And then if any of those costs were -- they
woul d have been considered in the captime adjustment
in the deferred rate case charge, so it's the sane
principle exactly. It's just an additional five --
| think it was five enployees hired after the end of
the test year.

Q So essentially this is a post-test year

i ncrease in costs?

A. Correct.
Q Do you know if the number of enployees --
excuse me -- if the number of customers changed

during that period as well?
A | do not know.

Q So you don't know if the ERCs drove this

change -- post-test year ERCs drove this change?

A | don't know.

MS. SATTER: Okay. Thank you very nuch. | have
no further questions. | would |like to nove for
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adm ssion of AG Cross Exhibit 2.

JUDGE DOLAN: Any objections?
MR. SEI DEL: No.

MS. CARDONI : None.

JUDGE DOLAN: Then AG Cross Exhibit 2 will be

admtted into the record.

Can

(Wher

Exhi

received in evidence.)

Do we have any --

eupon, AG Cross

bit No. 2 was

MR. SEI DEL: | don't have any.

JUDGE DOLAN: -- questions?

How about redirect?

MS. CARDONI: Judge, we may have sone redirect.

| have a brief recess to discuss with ny client?

JUDGE DOLAN: Yes.

MS. CARDONI : Thank you

JUDGE DOLAN: Off the record.
(Of f

Back on the record.

the record.)
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REDI RECT EXAM NATI ON
BY
MS. CARDONI

Q Ms. Hat hhorn, the AG asked you a few
guestions about the benefits of |ead-lag studies and
their effects on revenue requirements. Do you have
anything else to add to that subject?

A Yes. | just wanted to make sure it's clear
for the record how controversial these |ead-I|ag
studi es can be and how much of a drain on resources
they can be during litigated proceedi ngs even though
t hey only produce a very small percentage of the
ultimate revenue requirenment.

For exanmple, in this case, just using
Charmar as an exanmple, using a 45-day method results
in less than one percent of the revenue requirement
that's going to be recovered, so that has to be
consi dered because once a |lead-lag study is
presented in the case, it's not only the cost of the
case, but the resources of the conmpany anal yzi ng

data requests and litigating it versus how nuch
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revenue is actually produced fromthe study will

produce with the negative amount from the study.

MS. CARDONI: Thank you. | don't have any
further questions. Judge, | did -- before
Ms. Hat hhorn was excused, | want to admt a cross

exhi bit even though I don't have questions on it.

JUDGE DOLAN: Okay. |s there any recross before
we begin this?

MR. SEI DEL: No. Hope not.

MS. SATTER: | just have one question. ' m
sorry.

RECROSS EXAM NATI ON

BY
MS. SATTER:
Q Are there -- other than the 45-day forml a,
are you aware of any other -- anything else that can

be done in determ ning cash working capital besides
| ead-1ag and the 45-day fornmul a?

A. Not hi ng, other than M. Brosch mentioned the
bal ance sheet approach, but | have not heard of that
or seen that litigated in another case.

Q So you are not famliar with the bal ance
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sheet approach?

A. No.
MS. SATTER: Thank you. | have no nmore
guesti ons.
JUDGE DOLAN: Okay. Go ahead, Ms. Cardoni.
(Wher eupon, |ICC Staff
Group Exhibit No. 1
was previously marked
for identification.)
MS. CARDONI: | have what has been marked as |ICC
Staff Group Exhibit 1 Confidential. This is a
series of DRs from Ms. Hathhorn to the conmpany t hat

were used in supplenmenting AG Cross Exhibit 2, |
bel i eve.

MS. SATTER: ' m sorry. \What are you calling it?

MS. CARDONI : I'mcalling it ICC Staff Group
Exhibit 1 Confidential. And at this time | would
i ke to move for adm ssion into evidence of |CC
Staff Group Exhibit 1 Confidential.

JUDGE DOLAN: |s there any objection?

MR. SEIDEL: Can we go off the record for a

m nute to discuss this?
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JUDGE DOLAN:

We

A di scussion took place off

concerning this

Okay. Off the record.
(Off the record.)

can go back on the record.

docunment, and | believe now I

ask if there are any objections to Staff Group

Exhi bit 1 Confidenti al

MR. SEI DEL:

MS. SATTER:

JUDGE DOLAN:

Confidential wil

Not from the conpani es.
No.
Then Staff Group Exhibit No.

| be admtted into the record.

Thank you, Ms. Hathhorn.

wi ||

1

the record

be admtted into the record.

MS. HATHHORN: Thank you.
(Wher eupon, Staff Group
Exhi bit No. 1 was
received in evidence.)
JUDGE DOLAN: Are we ready for our next witness?
MR. SEI DEL: | was going to suggest a 10-m nute
break, your Honor. | don't think this witness wil
take that |long, so either way. W could go ahead.

JUDGE DOLAN:

MS. SATTER:

I f you want to.

Do you need a 10-m nute break?
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woul d just assunme -- we're taking Ms. Freetly?

MR. SEI DEL.: Yes, Ms. Freetly. Shall we go
ahead?

MS. SATTER: Yeah - -

MR. SEI DEL: Yeah. Okay.

MS. SATTER: -- if you don't mnd, and then if
you want to take a break.

MR. SEIDEL: Yeah, that will be fine.
JUDGE DOLAN: Okay. Go ahead.
MR. LANNON: Staff will call staff witness Janice
Freetly to the stand.
JUDGE DOLAN: Good morning, Ms. Freetly. Pl ease,
rai se your right hand.
(Wher eupon, |ICC Staff
Exhi bit Nos. 3.0 thru
3.09 were previously
mar ked for
identification.)
(Wtness sworn.)
JANI CE FREETLY
called as a witness herein, having been first duly

sworn, was exam ned and testified as foll ows:
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DI RECT EXAM NATI ON

BY
MR. LANNON:
Q. Did you respond for the record?
A Oh.
Q Your m crophone is not on for some reason.

JUDGE DOLAN: There we go.

THE W TNESS: | do.

JUDGE DOLAN: Thank you. W saw you say it, but
we didn't hear you say it.

MR. LANNON: Q As long as the mc is working --
hopefully it is -- could you please state your full
name for the record, spelling your |ast nanme?

A. Janice Freetly. Freetly is spelled
F-r-e-e-t-1|-y.

Q And who is your enployer and what is your
busi ness address?

A ' m enpl oyed by the Illinois Commerce
Comm ssion at 527 East Capitol Avenue, Springfield,
I1linois, 62701.

Q And what is your position at the Illinois
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Commer ce Comm ssion?

A. ' m a senior financial analyst in the
finance department.

Q And you prepared written exhibits to be
submtted in this proceeding, didn't you?

A. Yes.

Q And do you have before you a document marked
for identification as Staff Exhibit 3.0 consisting
of a cover page, table of contents, 41 pages of
narrative testimny, Schedules 3.01 through 3.009,

and titled, "The Direct Testimny of Janice

Freetly?"

A Yes.

Q And did you prepare that documentation for
presentation in this matter?

A Yes, | did.

Q Do you have any corrections to make to Staff
Exhi bit 3.07?

A No, | do not.

Q And is the information contained in Staff
Exhibit 3.0 true and correct to the best of your

knowl edge?

282



10

11

12

13

14

15

16

17

18

19

20

21

22

A Yes.

Q And if | were to ask the same questions, as
set forth in Staff Exhibit 3.0, would your responses
be the same today?

A Yes.

MR. LANNON: Your Honor, | nmove for adm ssion
into evidence Staff Exhibit 3.0 with the attached
schedul es and note for the record that this is the
same document filed on e-docket on October 20, 2011.

JUDGE DOLAN: Are there any objections?

MR. SEI DEL: No, your Honor.

MS. SATTER: No.

JUDGE DOLAN: Then Staff Exhibit 3.0 with the
attached schedules will be admtted into the record.

(Wher eupon, Staff Exhibit
No. 3.0 thru 3.09 were
received in evidence.)
MR. LANNON: Thank you, your Honor.
Ms. Freetley is available for cross

exam nati on.
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CROSS EXAM NATI ON

BY
MS. SATTER:
Q Hel l o, Ms. Freetly. Susan Satter for the
Attorney General of the State of Illinois. | have

some questions concerning the scope of your analysis
in maki ng your recommendation for return on equity.

Is it true that in your analysis you
did not take into consideration the length of time
bet ween the conpany's | ast rate case and the current
rate case?

A. That is correct.

Q And is it also correct that you did not take
into consideration the size of the increases
requested?

A. That is correct.

Q And is it also true that you did not take

into consideration the quality of the management at

the utilities requesting increases?
A That is correct.
Q And it's also true that the sanples that you
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| ooked at were not screened for |ength of time that
they were out before seeking a rate increase; is
that right?

MR. LANNON: Can you clarify. Do you nean the
utility sanpl es?

MS. SATTER: Q. Well, let me step back. You
| ooked at a sanple of water conpanies, water
utilities, and a sanmple of more general utility
compani es, correct?

A Correct.

Q So the sanple of water conpanies, did you
anal yze how | ong the conpani es that popul ated that

sampl e were out before their last rate increase?

A No.

Q And the same question for the utility
sampl e?

A No.

Q Did you screen the sanmples for size?

A. Size of the utility or --

Q Yes, size of the utility.

A No.

Q Did you consider the customer inmpact of the
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i ncreases requested by these utilities in
determ ning the appropriate allowance for equity in
your anal ysis?

A. Well, by "customer inpact” are you referring

to the ability of the customers to pay for the rate

i ncrease?
Q Yes, we can use that definition.
A. That's not a factor that affects cost of

capital, no.

Q And you also didn't consider any water
quality issues in assessing cost of capital; is that
correct?

A. That's correct.

Q And you never considered water quality

issues; isn't that right?

A As | said, it's not a factor that would
affect the cost of capital.

Q That would affect -- do you ever nodify the
results of your say DCF and cap MV analysis to
reflect other factors, such as the amount of time
t hat the company m ght have been out before seeking

a rate increase or the size of the increase
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requested?

MR. LANNON: Your Honor, |I'm going to object.
think that the witness has answered at | east
specifics that make up that | ast question.

MS. SATTER: Well, she said she didn't make that
adj ust ment here. My question is whether the
cap M -- M DCF analysis are ever -- or are the
results of those analyses ever nodified by these
factors.

JUDGE DOLAN: "1l overrule.

THE W TNESS: So your question is whether the
cost of capital is affected by these factors?

MS. SATTER: Q. \Whether your recommendation is
affected by those factors.

A Well, it's within the Comm ssion's
discretion to make that determ nation, but it's not
part of the cost-of-capital analysis.

Q So you're presenting what you see as the
cost of capital in the marketplace; is that right?

A. Ri ght, the cost of capital to the conmpani es.

Q And then it would be up to the Comm ssion to

determ ne whether that should be nodified to refl ect
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ot her factors that m ght affect consumers or the

conpany?
A. That would be at the Comm ssion's
di scretion, yes.

MS. SATTER: Thank you very much. | have no
ot her questi ons.
MR. LANNON: Okay. Could we go off the record
just for a second?
JUDGE DOLAN: Yes.
(Off the record.)
We' re going back on the record. Staff,
you want to introduce your next wtness.
MS. CARDONI: At this time Staff calls Philip
Rukosuev to the stand.
JUDGE DOLAN: Good nor ni ng. M. Rukosuev, if you
coul d please raise your right hand.
(Wher eupon, |ICC Staff
Exhi bit Nos. 5.0 thru
5.10 & 11.0 were
previously marked for
identification.)

(Wtness sworn.)
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call ed

SWOor n,

Q

Okay. Proceed, counsel.
PHI LI P RUKOSUEV,
as a witness herein, having been first duly
was exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY
MS. CARDONI

Pl ease state your full name for the record

and spell your |ast nanme.

A
is spel

Q

My name is Philip Rukosuev. The |ast nanme
| ed R-u-k-o0-s-u-e-v.

And who is your enmployer and what is your

busi ness address?

A

| am empl oyed by the Illinois Commerce

Comm ssi on. My busi ness address is 527 East Capitol

Avenue,

Q

Springfield, Illinois.

And what is your position at the Illinois

Commerce Comm Sssion?

A

| work in the financial analyst position at

the rate department as a rate anal yst.

Q

Did you prepare written exhibits for

289



10

11

12

13

14

15

16

17

18

19

20

21

22

subm ttal in this proceeding?

A Yes.

Q Do you have before you a docunment which has
been marked for identification as |ICC Staff Exhibit
5.0 consisting of a cover page, table of contents,
36 pages of narrative testinmny, Schedules 5.01 to
5.10 and is entitled, "The Direct Testi nony of
Philip Rukosuev?"

A Yes.

Q Did you prepare that document for
presentation in this matter?

A Yes.

Q Do you al so have before you a document,
whi ch has been marked for identification as |ICC
Staff Exhibit 11.0, consisting of a cover page,

19 pages of narrative testimny, and is entitled,
"The Rebuttal Testimony of Philip Rukosuev?"

A Yes.

Q Did you prepare that document for
presentation in this matter?

A Yes.

Q Do you have any corrections to make to | CC
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Staff Exhibits 5.0 or 11.07

A Yes. | have two m nor corrections to make
to | CC Exhibit 5.0. And if you please turn to Page
14, Line 246, I'll read the first few words. It
says "In contrast, | increased the company's BFCs."
Instead it should read "In contrast, | devel oped ny
BFCs." "l increased the conmpany's" should be
changed to "I devel oped ny."

Q M. Rukosuev, could you hold on there. The
pi cture blacked out, but it seems to be back, so

continue. W lost you for a second, but you're

back.

A. "1l repeat. So Line 246 it reads, "In
contrast, | increased the conpany's BFCs." It
should read, "In contrast, | devel oped ny BFCs."

JUDGE DOLAN: We are experiencing a little
technical difficulty. Look like it's okay.

MS. CARDONI : Q. You can conti nue.

A Did you hear the corrections?

Q Yes, we heard you. We were having some
visibility issues, but continue.

A And the next correction will be on Page 18.
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Pl ease refer to Line 320. | will read the | ast few
wor ds. It says "By modi fying the company's BFCs..."
it should read "By modifying my proposed BFCs..."

Q Thank you. Are those the only two
corrections that you have to Exhibit 5.07

A Yes.

Q And you have no corrections, correct, to
Exhi bit 11.07

A. That's correct.

Q s the information contained in |ICC Staff
Exhibits 5.0 and 11.0 true and correct to the best
your knowl edge?

A Yes.

Q If I were to ask the same questions as set
forth in Exhibits 5.0 and 11.0, would your responses
be the same today?

A Yes.

MS. CARDONI : Your Honor, at this time | nmove for
adm ssion into evidence of ICC Staff Exhibits 5.0
and 11.0 and note for the record that these are the
same documents that were filed on e-docket on

Oct ober 20th and Decenber 15, 2011.
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JUDGE DOLAN: Any objections?

MR. SEI DEL: No, your Honor.

MS. SATTER: No, your Honor.

JUDGE DOLAN: All right. Then I1CC Staff Exhibit

5.0 with attachments 5.01 through 5.10 and Staff

Exhibit 11.0 will be admtted into the record.
(Wher eupon, |ICC Staff
Exhi bit Nos. 5.0, 5.01
thru 5.10 and 11.0 were
received in evidence.)
MS. CARDONI: Thank you
At this time M. Rukosuev is avail able
for cross.

MS. SATTER: | have questions if the conmpany
doesn't.
JUDGE DOLAN: Okay. Proceed.
CROSS EXAM NATI ON
BY
MS. SATTER:
Q Good mor ni ng. Susan Satter for the People
of the State of Illinois.
A. Good nor ni ng.
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Q | would |ike to direct your attention to
your rebuttal testinony. | believe all my questions
will be directed to your rebuttal testinmny and
starting at Page 11.

A. Okay.

Q And at that point you respond to AG witness
Brosch's recommendati ons regardi ng phase-in; is
t hat --

A Yes.

Q -- correct?

Now at Line 251 you say M. Brosch's
proposal is to phase-in the recovery of each
company's approved revenue requirement fromthis
proceedi ng over a period of years yet to be
determ ned.

Now do you understand that M. Brosch
| ater revised and refined his recommendations in his
rebuttal testinmony and then updated his phase-in
pl an that was filed with his rebuttal testinony?

A. His revised rebuttal testinony, yes.

Q And do you recall that his updated phase-in

plan was laid out in his Exhibit AG 2.1?
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A Yes.

Q So do you know that now M. Brosch has
recommended a specific phase-in period that is
custom zed for each utility?

A That's my understandi ng, although the -- ny
rebuttal position where | stated that yet to be
determned, | still have this in mnd. Although
M. Brosch did provide a revised exhibit, | still
have concl uded my understandi ng of whether this is a
truly concrete plan, which should not be changed, or
there is some sort of roomto nove as far as the
years. So my understanding still remains that his
proposal m ght be changed based on the final order

Q Do you think that the proposal m ght be
changed based on the size of the recomended

requi rements all owed for those conpanies?

A. Yes.
Q Now at Line 254, that would be the next
page -- |I'msorry -- Line 257, you say M. Brosch's

proposal would not allow for the full recovery of
approved revenue requirements of any of the

conpanies until potentially several years fromthe
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i ssuance of the I1CC's order in this proceeding.

My question to you is isn't the point
of a phase-in plan to delay the full recovery of
hi gher rates until the higher rates can be tolerated
by the customer?

A Yes.

Q On Page 15 you have a table that shows
various increases that Utilities, Inc.'s water
conmpani es have received or you have sonme that were
request ed. No, you have the ones that were granted
on the far right.

A Yes.

Q Are you aware that the Comm ssion has
granted rehearing in the Camelot and | believe Great
Nort hern cases?

A. Yes, the rehearing was granted.

Q And you recall that the rehearing was
granted on the issue of mtigation strategies to
all eviate rate shock?

A. Yes. For the point to explore that
possibility, there was not a concrete direction but

more of a revisit the issue which is pending.
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Q Do you know what the Comm ssion's concern
was in granting rehearing other than mtigation
strategies to alleviate rate shock?

A The way | understand, the Comm ssion would
li ke the parties to explore the issue of rate shock
in nore depth, and the outconme of the rehearing wil
be based on that which it will provide nore
informati on on that topic.

Q Now isn't it true that in that case, the
11- 0059, you testified?

A Yes.

Q And do you recall which of the conmpanies you
addr essed?

A | addressed Canel ot.

Q And didn't you testify in that case that the
increases could be considered rate shock?

A Subject to check, | -- this is what | did
say.

Q Didn't you testify -- I"msorry to bounce
around a little bit, but going back to Page 12 where
you commented that a phase-in won't allow for full

recovery until several years after the issuance of
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the order, you say this by itself is a concern. So
when you say it is a concern, would you agree that
there is also a concern that the rate increases
resulting fromthis docket could constitute rate
shock? |Is that the concern as well?

A | believe the rate shock issue is a concern
in the proceeding and the parties discuss the

deci sions, yes.

Q Did you say the parties are addressing this
i ssue?
A. Staff and i ntervenors. Rate shock is a fair

i ssue to address and the parties address that issue.
Q Okay. "' m sorry. | wasn't sure | heard you
properly.

So woul d you agree that rate shock
woul d be a concern when customers' monthly water
bills are doubled or tripled in a single rate
change?

A | believe the issue of rate shock is
obvi ously based on judgnent and each case stand
al one, and the issue in each case would be obviously

studied on their own merit.
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So when you say that the rates double
or triple, it's important to | ook at the percentages
as well as dollar amounts to reach an opinion about
rate shock for each particul ar case.

Q And have you conducted any studies of how
customers react to very |large and sudden increases?

A. Coul d you rephrase the question.

Q Did you -- have you done any studies of how
customers react to very |large and sudden rate
i ncreases?

A No. | have not conducted such studies.

Q Have you considered econom ¢ conditions,
such as unenpl oynment | evels, property foreclosure
rates, customers' ability to pay, receipt of public
assistance in these conmpanies' service territories
in assessing whether a phase-in or some other rate
shock mtigation strategy is appropriate?

A. | have not | ooked at those factors in ny
anal ysi s.

Q Can | ask you if you | ooked at the public
comments that were filed with the ICC for these

compani es?
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A Wth respect to public coments, | believe
staff in general consider them and | ooks at them
but | cannot say that | necessarily took the public
comments into account when devel oping rates or
compl eting nmy anal ysis. That kind of information is
useful in general, but | cannot comment on the fact
that | did actually utilize public coments to
necessarily develop nmy rates which should be
cost - based.

Q So did you | ook at the public coments?

A | have | ooked at public coments. | | ooked
at many ot her documents in this proceeding.

Q So you | ooked at the public coments in
this -- in these cases; is that right?

MR. LANNON: Objection; asked and answer ed.

MS. SATTER: | can't tell if he did or not.

JUDGE DOLAN: | have to agree with her. ' m not
sure if he did or not.

MR. LANNON: He told you not only that he did but
exactly how he considered them in general.

MS. SATTER: | "' m asking specifically. It's not

a trick question.
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THE W TNESS: Public coments were reviewed by
me. They were available to me and | did review them
i n general.

I f you ask me whether | take into
account public comments like | take into account
testi nmony, and accounting issues, and different
cost-of -service study issues in devel oping ny
anal ysis, again, | consider public coments in
general, but nmy analysis focused on recovering the
revenue requirement which is proposed by staff in
this case.

MS. SATTER: Q. So would it be accurate to say
that in maki ng your proposal in this case, the only
factor that you considered was how to design rates
so that the conmpany could recover its all owed

revenue requirement?

A. | will answer that in two parts, yes,
because | am -- | need to recover rates, which
will -- which are based on staff's proposed revenue

requi rement.
And partially, going back to your

guesti on about rate shock, again, this is based on
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j udgment and things |Iike public conmments go into
things |ike judgnent.

So | do consider those things and | do
considerate rate shock, and all of those things

t oget her come about into my analysis when | present

my rates.
Q Can you say -- can you tell us how your
consi deration of rate shock affected your proposed

rates --

A. In --

Q -- in these cases?

A In this one, not Canel ot?

Q In this docket. If you like, we can focus
on Charmar, because that's a rather startling

exampl e.
A Unfortunately, | did not address Charnmar,
al though I did --

Q Okay.

A | concentrated on Ferson Creek and Harbor
Ri dge, but to give you -- if you would like to have
an exanple for how did | consider the issue of rate

shock, 1'lIl just give you a brief example.
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In my direct testimony, starting on
Page 23, for example, through Page 27, | |ooked at
the commercial class for Harbor Ridge and | proposed
a three-step mtigation solution, because | did
consi der some increase to be -- | used the increases
and | found a way to reduce those increases in
commerci al class by spreading the costs around to
the residential class.

So when you asked me about rate
shock -- so in my direct testinony starting at Page
23, this is basically out of -- my mtigation steps
are based on judgment, and | did offer a way to
mtigate certain increases, and this is how | dealt
with rate shock in my opinion, so this is a perfect
exampl e of ny testinmony.

Q So in your recomendati on on how to deal
with rate shock, you spread the costs and you spread
the increases across customer classes, in other
wor ds, across the commercial and residential class
to mtigate the effect on the commercial class?

A. If I remember correctly, commercial class

propose only a few custonmers where the residenti al
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class has many more. And in this particular case,
which was a targeted procedure to mtigate the
increase in the commercial class, | found a way to
do it in the nmost applicable manner and meet the
very targeted approach to this specific view of
cust omers.

Q Okay. So you agree that rate mtigation
proposals can be appropriate when issues of rate
shock are presented?

A. Yes. In this case, | mtigated the rates
and at the same tinme | allowed the company to
recover the full revenue costs.

Q And you did that by charging other customers
hi gher rates?

A Slightly higher rates, but this is how you
usually mtigate increases. You spread costs around
i f possible.

Q Okay. Now goi ng back to your rebuttal
testinony, at Line -- at Page 12, Line 264, you say
M. Brosch's proposal is described at such a high
| evel that it fails to address significant details

needed to properly evaluate and inmplement a phase-in
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program Now this is, of course, before you saw

M. Brosch's rebuttal testimony, right?

A. Yes.
Q So do you agree that a final phase-in plan
cannot be applied until the overall |evel of the

revenue increase is known --

A Yes.

Q -- because, otherwise, it will sinply have
to be revised to correct with respect to the new
revenue requirement, correct?

A Yes.

Q Now has staff done -- have you presented any
testinmony, other than the shifting of cost recovery
t hat we tal ked about in your direct testinmny? Have
you presented anything else to address possible
phase-in of the rate mtigation strategies for these
compani es?

A For the area that | reviewed, there was

little | could do to shift costs. There is

relatively -- there is basically one class of
customers. In order to recover the staff approved
revenue requirement, | was working with what | had
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in order to -- where | needed to shift costs around
in order to recover staff approved revenue

requi rements, and, unfortunately, the companies for
t he nost part had one or two classes of custoners.

| did what | could to address the issue of rate
shock.

Q At Line 281 you say it is unknown how t hat,
meani ng the phase-in period, would affect the
utilities' ability to provide utility service and
its impact on utility customer needs.

Have you offered any analysis of how a
phase-in of rates would actually inpact the
utilities? Do you know specifically how it would
i mpact the utilities?

A. Well, on Page -- on Page 13 of my testinony,
| provided general opinions. | did not conduct a
study specifically to address this concern, but |
did outline certain constraints in general.

Q Do you know if prior to -- let's say up to
the present, if Utilities, Inc.'s conmpanies' service
quality has been deficient?

A. | "' m not aware of that.
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Q Do you know if up to the present time these
conpani es have invested noney in their systens?

A. "' m not aware of those studies or analysis
about that.

Q So you don't know whet her over the |ast say
ten years any of these conpani es have made

investments in their plant?

A. | believe it's an accounting issue or
financial issue. | did not deal with that.
Q So you don't know whet her these conpani es

have had difficulty in accessing capital?

A. | do not know.

Q Anot her comrent that you make in your
testinony is that there hasn't been time to properly
VAT a phase-in plan. And ny question is the $10 or
20 percent increase guideline in M. Brosch's
testinmony was in his direct testinmony, isn't that
right?

A Are you asking me about M. Brosch's
testinony that commented on --

Q Yes.

A. ' m aware of that proposal.
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Q And di d anything prevent you from assessing
t hat particul ar proposal with those guidelines?

A Well, in my rebuttal testinony, to be fair,
| addressed general concerns and sone were nore
specific than others. Unfortunately, M. Brosch did
not address any of nmy concerns. He provi ded
testinony through his reply to the conpany, and I
still have concerns. First of all, he didn't
respond to any of my concerns.

Secondly, | do have additional concerns
about his testinmony. So M. Brosch did not address
my concerns at all, so | could not -- | did not
comment on the fact that | considered his revised
plan to be better than most proposed in the direct
testi nony.

Q Are you concerned that he did not
i mmedi ately respond to your concerns stated in your
direct testinmny?

A Yes.

Q At Page 14, Line 322, you discuss what you
call the fourth nom nal concern and you say "This

corporate organi zati on does not provide any
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opportunity to consolidate or mtigate the revenue
requi rement of one conpany with that of another
company, because the revenue requirenment of each
company and its resulting rates are determ ned and
approved for each company separately and
distinctly."

A Yes.

Q Do you understand M. Brosch's proposal to
include sonme kind of rate consolidation?

A. No. This is not my understanding. Wy
fourth concern was nmore of a general background
i nformation. | guess it goes back to the issue of

rate shock, and it's not directed at M. Brosch

specifically. It's a background information for the
NI X Q and A Page 15. So when | present ny table and

i ncreases, it's background di scussion on why certain

cases you see those increases.

Q So you agree that M. Brosch's proposal
treats each of the utilities separately?
A. Yes.

Q Now at Lines 319 to 320 you say "Each of

these subsidiaries is its own corporate entity and
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not related or connected to any other Ul subsidiary,
except through ownership by a parent corporation;"”
is that correct?

A Yes.

Q Now do you know if each of these

subsidiaries has its own enpl oyees?

A | did not delve into those issues.

Q So you don't know or do you?

A. | do not know.

Q Do you know - -

A | assume, but | do not know.

Q You assume? You assune that each conpany

has its own enmpl oyees?

A. | assume that my Lines 318 through 320 |
think that -- I'mnot certain tal king about
enpl oyees. " m just tal king about the fact each

company stands al one, because every time it comes in
for a rate increase, each conpany has its own
revenue requirement, so, obviously, there's sonme
expense for each conpany. Each conpany stands al one
which is owned by a parent corporation.

So as far as if there's any enpl oyees
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used by different conmpanies interchangeably, | do

not know t hose details.

Q So you don't know if it has -- if each
conpany has its own billing system do you?
A. | did not address this topic, so |I'mnot --

" m not sure.

Q And you don't know if these conpanies are
connected by having a joint financial team do you?

A. | do not know.

Q You don't know if these conpanies are
connected by having shared engi neers or water
operators?

A. No.

Q Do you know if these conmpani es use the same
Wat er Services Corporation as a source of resources,
| suppose?

A. "' m not aware of any specific details about
t hat . Of course, they did provide testinony, but
somebody el se was addressing those issues.

Q If it turned out that these conpani es shared
all of these factors, would that change your view

about whet her consolidation of these conpanies m ght
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be an avenue open for rate mtigation?

A The issue of consolidation is a whole
different topic. It's a topic to explore either in
a separate proceeding, but, obviously, it's a very
serious topic. lt's not something that | can
comment on at the monment, so it is a topic -- |
believe this topic is a standal one for a very
serious topic to consider.

Q Now you testified that the Comm ssion has
not previously approved a phase-in plan for Ul
Utilities. s it your position that the Comm ssion
shoul d not approve a phase-in plan because it has
not done so in the past?

A My position is that | have outstanding
concerns with M. Brosch's plan, and some of those
concerns are not even addressed in his rebuttal
testinony, and whether the Comm ssion should issue
or not approve a phase-in plan going forward, |
believe that -- again, | have certain concerns,
whi ch were not addressed, so at this point my answer
is, no, | do not believe a phase-in plan is

appropriate, but, again, | still have concerns that

312



10

11

12

13

14

15

16

17

18

19

20

21

22

wer e not answer ed.

Q And the only alternative rate mtigation
strategy that you have offered is the one in your
direct testimny which combi nes residential and
commercial rates; is that right?

A Yes.

Q Okay. What concerns did M. Brosch not

address since you have referenced them a nunmber of

ti mes?
A. Okay.
Q | mean, other than the ones that are stated

in your rebuttal testinmony.
A Well, | will address generally a few points

t hat m ght or m ght not be in my rebuttal testinmony.
First of all, in my rebuttal | had a

concern that Ms. Brosch's plan did not address

whet her -- whether customers have to participate in

t he phase-in plan to stay in the optional program
In my opinion, again, when one thinks

about rate shock, it's based on individual

circumstances of each customer, and some custoners

woul d not |ike to phase-in their own rates and pay
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high rates in the future.

So under individual circumstances, | do
not know whet her this plan should be applied to
everybody.

Q Do you have an opinion on whether it should
be optional or mandatory?

A | believe that, first of all, the issue of
rate shock is a matter of judgment; secondly,
certain customers can afford to pay rates and
certain customers mght find it difficult. So,
again, we can't qualify rate shock for everybody in
t he same manner. " m sorry. So | would not like to
see a phase-in program mandatory. I f you ask for ny

opi nion, no, it should not be mandatory.

Secondly, in my rebuttal -- secondly, the
assunption of how many years will it take to recover
conpani es' revenues, how many years will it take

themto go into effect, although you nmentioned that
M. Brosch did revise his approach in rebuttal, |1
still have a concern that the numbers of years are
undeterm ned specifically, and even if the

nunbers -- the nunmber of years provided by
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M. Brosch are as presented in his rebuttal
testinmony, | believe that eleven years, subject to
check, is excessive to recover revenues for a
conpany.

And anot her concern | had is that in
M. Brosch's testinmny, he discussed that in the
event if the conmpanies file for another rate case in
t he phase-in period or prior to it when the phase-in
period will end, what will happen to the deferred
revenue the conpanies did not recover. Hi s proposal
i's unacceptable because it seems |ike the conpanies
will | ose those unrecovered revenues.

So | just provided you with a few
points which are a matter of concern to me
personally.

Q And so these are the concerns that you say
he did not address?

A. Those are the concerns that he either did
not address or concerns which --

Q That you still have?

A. -- | still have based on reading his

rebuttal and his revised corrected rebuttal.
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Q Now at Line 334 you say it would be unfair
to not require the six utilities in this
consol i dated proceedi ng which are also Ul
subsidiaries to phase-in recovery of revenue
requi renments. When you say unfair, unfair to the
compani es?

A. By "unfair,” | mean that it was nmy -- the
unfair part also refers to the fact that this
phase-in plan is mandatory for and does not all ow
any room for choice, so it's certainly unfair to
force customers to participate in such a plan.

Q So if it were discretionary on the part of
the customers, would that then elim nate that
concern about the unfairness to the customer.

A. To be fair, this concern is just one of a
few | mentioned.

Q | ' m aski ng about this one though.

A Can you just rephrase it, because | just

want to make sure | answered the question correctly.

Q You said that you were concerned that it was

unfair to the custonmer because they would have to

pay | ower rates under a phase-in and then higher
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rates ultimately down the road.

s a way to address that perceived
unfairness -- or let me rephrase that. | s that
percei ved unfairness addressed by making the

phase-in perm ssive to customers?

A. It would certainly address one of the
concerns.

Q Okay. Now if the Comm ssion approves the
phase-in plan for one or nmore of the utilities in

this case that provides conmpensatory interest on the
portion of the revenue requirement that is deferred
and allows full recovery of all costs, do you still

t hink the phase-in would be unfair?

A Wel |, your question -- if | understand your
guestion, based on how | read M. Brosch's testinmony
when he spoke about the percentage of those deferred
costs, he was rather vague about that.

| believe that what we have on the
record at this point is what we have, and | do not
have -- well, fromreading his testimny, | did not
get a feeling that the compani es have -- certainly

have a guarantee to recover those prudent costs and
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little revenue. It was more of a if we consider it
prudent, then fine.

So to nme, it's nmore or |less an
open-ended proposal. It was not concrete whether
companies will, in fact, recover those revenues.

Q Okay. So that's your understanding of his
rebuttal testinony?

A. That's one of nmy concerns. Of course, | do
understand his point, but, again, certain parts of
his plan are not addressed that | have certain
concerns.

Q Now do you recall that in the Canel ot and
Lake Holiday cases the Comm ssion comented that it
was unfortunate that intervenors did not provide any
vi abl e solutions to avoid or mtigate the potenti al
rate inpact on customers? Are you famliar with
t hat ?

MR. LANNON: Hang on. Just to be clear, Counsel,
are you tal king about at a bench or in an order?

MS. SATTER: | believe it was in the order, in
the 11-0059 order.

MS. SATTER: Q. Do you recall that a Comm ssion
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concern? |If you do, fine. If you don't, fine, too.

A. | will answer your question, if | may. 111
recall verbatimin nmy rebuttal testinony if you
allow me to answer the question, quote, on Line 358.

Q Ri ght .

A. It says, Unfortunately, the intervenors
failed to provide any viable solutions to avoid
m tigating any potential rate inmpact on custonmers.

In summary, there is no | egal basis for
the Comm ssion to reject a rate increase that
reflects the reasonabl e cost of providing service
and expend our economc group to file a rate
i ncrease in question.

Q So in this case though you have not
responded to that concern by offering any solution
to avoid mtigating potential rate inmpasse other
than what's in your direct testimony concerning the

residential and commerci al classes for a rate

increase?

A. Based on nmy reading -- based on my reading
of that, first off, I was working with what | had
where | coul d. Secondly, | do not again reject an
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i ncrease, which is based on costs.

MS. SATTER: | have no further questions. Thank
you.

JUDGE DOLAN: Any redirect?

MS. CARDONI: Can | take a break again.

JUDGE DOLAN: Yes, go off the record.

(off the record.)
Okay. Back on the record.

MS. CARDONI: Thank you, Judge. Staff will have

no redirect at this time.

JUDGE DOLAN: Okay.

M. Rukosuev. You' re done.

MR. RUKOSUEV: Thank you.

JUDGE DOLAN: Okay. So then
couple of --

MS. CARDONI : Yes, Judge. At
would like to enter into adm ssion of

has been marked as | CC Staff

entitled, "The Direct Testinony

At wood, Jr.," filed on e-docket
In addition, staff

adm ssion into evidence of what

Exhi bi t

Then t hank you

we have just a

this time Staff
evi dence what
8.0. That is
of WIlliam H.

2011.

on October 20,

woul d move for the

has been mar ked as
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| CC Staff Exhibit 15.0, entitled, "The Rebutt al
Testimony of WIlliamH. Atwood, Jr.," that was filed
on e-docket on Decenber 15, 2011. We would like to

admt this via affidavit. That affidavit has been

mar ked as I CC Staff Exhibit 21.0 and is entitled,

"The Affidavit of WIliamH Atwood, Jr.," and that
has not yet been filed on e-docket. We would seek
| eave to do so tomorrow.
(Wher eupon, |ICC Staff
Exhi bit Nos. 8.0, 15.0 &
21.0 were marked for
identification.)
JUDGE DOLAN: Okay. | s there any objection?
MR. SEI DEL: No, your Honor.
JUDGE DOLAN: Okay. Then I CC Staff Exhibit 8.0,
| CC Staff Exhibit 15.0, and ICC Staff Exhibit 21.0
will be admtted into the record.
(Wher eupon, |ICC Staff
Exhi bit Nos. 8.0, 15.0 &
21.0 were received in
evi dence.)
MS. CARDONI : Thank you
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JUDGE DOLAN: M. Sei del
MR. SEIDEL: Thank you, your Honor.
(Wher eupon, Conpani es
Exhi bit Nos. 2.0 &
4.0 were previously
mar ked for
identification.)
The conpanies would |like to nove for
t he adm ssion of the prepared direct and rebuttal
testinony that has been filed by Bruce Haas in these

proceedi ngs, and we would request perm ssion to do

so via affidavit, which we will submt as a |late
filed exhibit tomorrow or today, and which will be
mar ked for identification purposes as the Conpani es

Exhi bit 4.1. In that affidavit he will swear to the
truthful ness of the testimny that the follow ng
exhi bits, which have been submtted and filed by
e-docket, first in Docket 11-0561, filed on e-docket
on June 29, 2011, the document identified as Exhibit
2.0, "Direct Testinony of Bruce T. Haas" consisting
of cover page and six typewritten questions and

answers, and Docket 11-0562 also filed on June 29,
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2011, a document which is identified as Exhibit 2.0,
"Direct Testinmony of Bruce T. Haas," consisting of a
cover page and six typewritten pages of questions
and answers.

I n Docket 11-0563 also filed on June
29, 2011 via e-docket, there is an exhibit that's
been identified as Exhibit 2.0, The Direct Testi mony
of Bruce T. Haas, consisting of a cover page and
seven typewritten pages in questions and answers. I
woul d note that this particular document is m ssing
Page 1, but it is the same testinony questions and
answers that appear in the dockets -- the other
dockets basically identify hinmself and descri bing
his responsibilities.

Next is Docket 11-0564 filed via e-docket
on June 29, 2011. The docunent is identified as
Exhi bit. 2.0, Direct Testimny of Bruce T. Haas.
This is in Killarney Water case, consisting of a
cover page and six typewritten pages of questions
and answers, in Docket 11-0565 the Ferson Creek
Utilities Company docket filed via e-docket on June

29, 2011, Exhibit 2.0, Direct Testimony of Bruce T.

323



10

11

12

13

14

15

16

17

18

19

20

21

22

Haas, consisting of a cover page and seven pages of
typewritten questions and answers.
And, finally, for M. Haas' |ast piece of
direct, which was filed in Docket 11-0566 in the
Har bor Ri dge case -- Harbor Ridge Utilities, Inc.,
case on June 29, 2011, there's an exhibit identified
as Exhibit 2.0, Direct Testinony of Bruce T. Haas,
consi sting of a cover page and seven pages of
typewritten questions and answers.
Finally, the last exhibit of M. Haas
that will be incorporated into his affidavit is a
document that was filed via e-docket in the
consol i dated cases on November 17, 2011 and is
identified as Exhibit 4.0, Bruce T. Haas, and that
is his rebuttal testinony.
(Wher eupon, Conpani es
Exhibit No. 4.1 will
be late filed for
identification.)
Pendi ng the adm ssion of -- pending the
subm ssion of his affidavit, | would move for the

adm ssion of these documents such as descri bed.
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JUDGE DOLAN: Any objections?
MR. LANNON: None from staff.
MS. CARDONI : None.
JUDGE DOLAN: Then the conpani es' testinmony
mar ked as Exhibit 2.0 in each of the dockets will be
admtted into the record, and the rebuttal testinmony
mar ked as Company Exhibit 4.0 is also admtted into
the record, and |ate-filed affidavit as 4.1 wil
al so be admtted into the record.
(Wher eupon, Conpani es'’
Exhi bit Nos. 2.0, 4.0 &
4.1 (late filed) were
received in evidence.)
MR. SEIDEL: Thank you, your Honor.
JUDGE DOLAN: Thank you
| will not mark this matter heard and
t aken, since we do have to have the exhibits, and
according to this the schedule that |I'm | ooking at,
we have February 22, 2012 for the simultaneous
initial briefs filed by the parties. Does t hat
accurately reflect --

MS. CARDONI : Yes.
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1 JUDGE DOLAN: -- everybody's understandi ng?
2 Then with that, it will be entered and
3 continued generally, and I will mark the record

4 heard and taken at this point.

5 MR. LANNON:

6 JUDGE DOLAN:
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Thank you, your Honor.

Thank you all
(Wher eupon, the above
matter was continued

general ly.)
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